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A court finding calling on one of Peru's two major air carriers to suspend its operations has led the
government to declare a 90-day crisis in the airline sector. LanPeru, a subsidiary of LanChile, was
ordered to cease its flights in Peru by a civil judge, a decision that LanPeru executives decried and
federal ministers bypassed. This has led to a standoff between the civil judge of the city of Reequip
and high officials from the government of President Alejandro Toledo.

LanPeru accused of operating illegally
Judge Eloy Zamalloa Camper of the Fourth Civil Court of Arequipa, 1,000 km southeast of Lima,
ruled in July that the airline should be grounded. Zamalloa said that LanPeru is obligated to have
30% of its capital be Peruvian, but it is operating with completely Chilean funds and uses the labor
of Chilean personnel without giving opportunities to local workers. The judge found the company in
violation of the Ley de Aeronautical Civil and said it was operating with permits that were conceded
in an irregular manner.
Ministers in the Transportation and Economy Ministries of President Toledo's government declared
a 90-day crisis in the country's airline sector and granted special permits for LanPeru to operate
after Zamalloa pressed his finding in early October. The emergency decree sought to "avoid that the
ruling will harm the economy" and authorized national operators to contract airplanes from foreign
airline companies.
LanPeru representatives called the suspension of flights "arbitrary and unjust" and said they
would fight the ruling in court. LanPeru claims to cover 55% of the internal market in Peru, and its
grounding would cause serious damage to national tourism, said representatives from the Camara
Nacional de Turismo (Canatur). LanPeru says it carries 5,500 passengers a day on 11 domestic and 11
international routes and transports 35% of Peru's cargo.
On Oct. 15, Zamalloa's order grounded LanPeru for one day and temporarily stranded hundreds of
travelers, but government officials granted new flight permits.
Carlos Ferrero, president of the Cabinet, said the measure was necessary to defuse the aerocommercial crisis in Peru and was part of the Constitution's requirement to maintain public
services in a regular manner. Both the government and the airline were appealing the ruling that
the airline be grounded. The problems of LanPeru parallel those that rival AeroContinente faced
earlier this year when the US government linked the airline to narcotics trafficking and blocked it
from operating within the US. The company had to be sold and its name was changed to Nuevo
Continente, but the US prohibition remains, limiting its ability to do business.
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In July, the US put AeroContinente owner Fernando Zevallos on a list of "kingpins" of world drug
trafficking. Zevallos denies the charges. The Oct. 15 grounding was the second grounding of a
Peruvian airline in recent months. In July, Nuevo Continente was grounded for nearly two weeks
after the government determined that a new insurance policy was inadequate. Nuevo Continente's
previous insurer had refused to extend coverage amid the US sanctions on the airline.
On Oct. 17, Nuevo Continente said it was forced to cancel flights to six of its 14 destinations because
of a failure to obtain financing from state energy company PetroPeru. Nuevo Continente had
already scrapped international flights and cut back on its domestic flights after being hit by the
US sanctions. The company claims to have a 44% market share in Peru with LanPeru taking a 45%
share.
Currently, LanPeru and Nuevo Continente are Peru's main airlines, covering almost 90% of the
country's commercial flights, with a smaller amount of air traffic provided by Tans, Taca Peru,
Aerocondor, Starup, and ATSA. Aviandina, an airline that has not operated for one year and has ties
to the former owners of AeroContinente, accused LanPeru of false stock sales and being controlled
by Chilean capital, contrary to Peruvian law. AeroContinente, which operated until August of 2003
with a subsidiary in Chile, was regularly in conflict with LanPeru, which it accused of operating
illegally with planes provided by LanChile.

Air crisis causes economy worries International
Trade and Tourism Minister Alfredo Ferrero said the cancellation of 31 daily flights would "affect
the image of Peru abroad and, as a consequence, the arrival of international tourists." He said that
would mean a decreased flow of tourists to the Peruvian interior, which would "also affect those
activities linked directly and indirectly to tourism." Ferrero said the absence of LanPeru would leave
48% of national cargo service destitute and would create grave losses in commercial trade flows and
tourism.
The president of the Asociacion de Ingenieros Aeronauticos del Peru (AIAP), Alfredo Gallegos, said
there is not enough investment in the sector and the country has too little infrastructure to maintain
its aircraft. Gallegos said the regulations made by the Ley de Aeronautica do not promote the
installation of factories or maintenance shops and provide even less development for centers to train
pilots. The air fleet that operates in Peru consists of 57 planes (general and commercial aviation),
while Chile has 2,800, Brazil has 3,600, Ecuador has 209, and Bolivia has 180 aircraft, according to the
Aerospace Industries Association. Judge presents claim against transportation minister
On Oct. 19, Judge Zamalloa accused Transportation and Communications Minister Jose Ortiz before
the Public Ministry of the crime of resisting authority because of Ortiz's delay in implementing
the ruling to suspend LanPeru operations. He said that the government risked "legal anarchy" if
the minister continued to bypass his rulings. Zamalloa's denunciation extended to officials of the
Direccion General de Aeronautica Civil (DGAC) and the Corporacion Peruana de Aeropuertos de
Aviacion Comercial (Corpac). He pointed out that his ruling had come out in July and had not been
implemented until October.
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Ortiz said, "Just as Judge Zamalloa made a mistake in his ruling, I am certain that he is also
mistaken in denouncing us." He denied delaying the suspension order, saying, "Judge Zamalloa
has misstated the truth" in saying that the order had been put off for three months. He explained
that the preventive measure was sent to the ministry "in an improper manner" and did not reach his
office until Oct. 4.
Ortiz also said the government consulted with constitutional experts about the emergency decree
to allow the airline to restart its operations and they gave the executive branch the go-ahead on the
decree.
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